Profile of the Profession: 1975, from the viewpoint of three practitioners by American Institute of Certified Public Accountants. Committee on Long-Range Objectives
University of Mississippi
eGrove
American Institute of Accountants Deloitte Collection
1-1-1964
Profile of the Profession: 1975, from the viewpoint
of three practitioners
American Institute of Certified Public Accountants. Committee on Long-Range Objectives
Follow this and additional works at: https://egrove.olemiss.edu/dl_aia
Part of the Accounting Commons
This Article is brought to you for free and open access by the Deloitte Collection at eGrove. It has been accepted for inclusion in American Institute of
Accountants by an authorized administrator of eGrove. For more information, please contact egrove@olemiss.edu.
Recommended Citation
American Institute of Certified Public Accountants. Committee on Long-Range Objectives, "Profile of the Profession: 1975, from the
viewpoint of three practitioners" (1964). American Institute of Accountants. 369.
https://egrove.olemiss.edu/dl_aia/369
PROFILE OF THE PROFESSION: 1975 
FROM THE VIEWPOINT OF THREE PRACTITIONERS 
Long-Range Objectives Committee: 
Robert M. Trueblood, Chairman 
Norton M. Bedford 
Malcolm M. Devore 
David F. Linowes 
NOTICE TO READERS 
This paper i s intended f o r the information 
of state society committees and interested 
members of the I n s t i t u t e . I t i s s o l e l y a 
basis f o r discussion and does not present 
the views of the members of the committee 
on long-range objectives of the American 
I n s t i t u t e of C e r t i f i e d Public Accountants. 
C O N T E N T S 
Pages 
I. MANAGEMENT SERVICES 
1. The H i s t o r i c a l Background 1 
2. The Climate f o r the CPA's Services 6 
3. The Future of Management Services 8 
4. Problems f o r the Profession 9 
I I . TAXATION 
1. The Nature of the U. S. Tax System 13 
2. The CPA's R e s p o n s i b i l i t i e s i n Tax 
Practice 17 
I I I . PROFESSIONAL ETHICS 
1. The Evolution of the Profession's 
Ethics 22 
2. The Problems of Enforcement 23 
3. The Need f o r New E t h i c a l Concepts 28 
* * * 
PROFILE OF THE PROFESSION: 1975 
FROM THE VIEWPOINT OF THREE PRACTITIONERS* 
Long-Range Objectives Committee, 1963-64 
American I n s t i t u t e of C e r t i f i e d Public Accountants 
I. MANAGEMENT SERVICES 
1. The H i s t o r i c a l Background 
There are many indications that the attained role 
of the CPA i n management services i s not generally known — 
even by CPAs themselves. 
I t would undoubtedly surprise many i n the profes-
sion that several of the larger firms have been rendering 
management services as d i s t i n c t from auditing, on a formal-
l y recognized basis, since shortly a f t e r the turn of the 
century. Substantially a l l of the larger firms have had 
management services groups within t h e i r organizations f o r 
at least two or three decades. 
*In considering where the accounting profession wants to be 
i n 1975, the committee has consulted several a u t h o r i t i e s 
wi t h i n and outside of the profession on the environment i n 
which accounting i s l i k e l y to f i n d i t s e l f at that time. 
Three of the pr a c t i t i o n e r s were Bertrand J . Belda, partner 
i n Ernst & Ernst and a member of the I n s t i t u t e ' s management 
services committee; L e s l i e M i l l s , partner i n Price Waterhouse 
& Co., and former chairman of the I n s t i t u t e ' s committee on 
federal taxation; and John Peoples, partner i n Peat, Marwick, 
M i t c h e l l & Co., and a former member of the I n s t i t u t e ' s com-
mittee on professional e t h i c s . Their contributions to the 
committee's thinking provided the basis f o r t h i s paper, 
prepared by John Lawler of the I n s t i t u t e s t a f f . The paper 
does not necessarily r e f l e c t the views of the author or the 
committee. 
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I t i s even more s i g n i f i c a n t that the assistance 
being rendered by smaller firms and sole p r a c t i t i o n e r s to 
t h e i r c l i e n t s i n the non-auditing and non-tax areas appears 
to be f a r more extensive than i s generally r e a l i z e d . 
The I n s t i t u t e ' s committee on management services 
recently conducted a survey among the smaller firms. A 
sampling of 171 such CPAs disclosed that more than half of 
them are now rendering services r e l a t i n g to accounting, 
costs, c r e d i t s , mergers, a c q u i s i t i o n s , inventory c o n t r o l , 
production control, organization planning, mechanical o f f i c e 
equipment, employee compensation and product p r i c i n g , and 
that more than a t h i r d of them are providing services i n 
the areas of sales forecasting, insurance, and data proces-
sing. 
The committee i s currently c i r c u l a r i z i n g a l l of 
the larger firms to determine the present scope and f r e -
quency of specialized services offered by them. This im-
portant f a c t - f i n d i n g process should contribute much needed 
information concerning the extent to which CPAs now practice 
i n the f i e l d of management consulting. On the basis of the 
data which i s already a v a i l a b l e , however, i t seems clear 
that CPAs are presently furnishing advisory services i n 
s u b s t a n t i a l l y a l l of the recognized arts and sciences of 
management — excepting law and probably product and equip-
ment design. These services embrace marketing, including 
surveys and forecasts; factory layout; psychological t e s t i n g ; 
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acquisitions and mergers; and other areas which some CPAs 
regard as beyond the scope of the accounting profession. 
How has t h i s come about? 
At the beginning, CPAs assisted t h e i r c l i e n t s i n 
establishing accounting systems, associated paper-handling 
methods, and s i m i l a r functions d i r e c t l y related to the art 
of c l a s s i f y i n g and summarizing business transactions i n an 
orderly manner. In substance, i n these early days of man-
agement services, CPAs generally concentrated on the f i -
nancial and control functions of the business which some 
of the current writers on the subject f e e l i s the only 
appropriate area f o r CPAs. 
However, accounting — the language of business 
did not remain s t a t i c . The language was constantly 
expanded as the meanings of the elements changed. Even 
more important, the assessment of the information that 
accounting sought to convey became more complex. Those 
who endeavored to express business transactions through 
the medium of accounting found i t was just as important 
to know the true nature and significance of those trans-
actions as i t was to understand the rules of the language 
i t s e l f . 
For example, the CPA engaged to e s t a b l i s h a 
standard cost system found i t necessary to be s k i l l e d i n 
the techniques of work measurements, product component 
spe c i f i c a t i o n s and data-processing mechanisms — as w e l l 
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as i n the appli c a t i o n of cost accounting p r i n c i p l e s — i n 
order to accomplish his objective. These needed s k i l l s 
were o r i g i n a l l y obtained by some accounting firms through 
a cooperative arrangement with other professional consult-
ants, such as i n d u s t r i a l engineers. This arrangement, how-
ever, did not prove to be wholly s a t i s f a c t o r y . As a r e s u l t , 
a number of firms began to employ q u a l i f i e d people who 
possessed the non-accounting s k i l l s e s s e n t i a l to performing 
the entire function. 
The use of i n d u s t r i a l engineers f o r work measure-
ments and product s p e c i f i c a t i o n s i n the cost system was 
only the beginning. A rather formidable l i s t of other non-
accounting talents has been added to the management services 
s t a f f s of accounting firms. 
I t has been a natural development. 
The control function of a business includes the 
planning and reporting systems, which should be geared to 
the organizational r e s p o n s i b i l i t y and decision-making 
authority of that business. Planning involves e s s e n t i a l l y 
business planning f o r the future, the l i k e l y demand f o r 
products of the business and the share of markets which 
might be expected by a given company. This i s the area 
of s k i l l s possessed by a marketing s p e c i a l i s t . 
The r e s p o n s i b i l i t y f o r the accounting f o r rev-
enues, expenses and c a p i t a l expenditures of a business 
e n t i t y i s dependent upon an e f f e c t i v e organizational 
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structure — one which concerns i t s e l f with the personal, 
i n t e l l e c t u a l and temperamental q u a l i f i c a t i o n s of i t s key 
managers. This i s the province of an i n d u s t r i a l psychologist. 
The determination of optimal strategy and e f f e c t i v e 
t a c t i c s i n planning and developing decisions involves scien-
t i f i c measurement and evaluation of a v a r i e t y of opposing 
forces. This i s the f i e l d of the operations research people. 
The establishment of the systems which w i l l supply 
the information e s s e n t i a l to a l l of these management func-
tions requires today a considerable knowledge of data-proces-
sing equipment. A revolution i n data-processing mechanisms 
has occurred i n the l a s t ten or f i f t e e n years, and i t i s un-
l i k e l y that an i n d i v i d u a l CPA can maintain his s k i l l i n the 
area of income taxes, auditing, and SEC matters and, at the 
same time, keep abreast of the rapid developments i n com-
puters and other electronic equipment. 
I t should be reemphasized that the growth of man-
agement services by CPAs i s not the r e s u l t of some scheme 
to extend t h e i r practice beyond the needs of t h e i r c l i e n t s 
i n order to obtain add i t i o n a l income. On the contrary, 
these services have grown n a t u r a l l y i n response to c l i e n t 
requirements. 
In summary, the scope of services of a management 
consulting nature offered and a c t u a l l y practiced by a num-
ber of CPAs today encompasses a wide v a r i e t y of business 
- 6 -
problems — many of which involve s k i l l s not o r d i n a r i l y re-
garded as being d i r e c t l y associated with the accounting pro-
fession. Some CPAs have learned the necessary s k i l l s f o r 
t h i s work through exposure to s i m i l a r problems i n the course 
of t h e i r auditing and tax work; others have acquired the 
knowledge through supplementary academic t r a i n i n g ; s t i l l 
others have employed q u a l i f i e d s p e c i a l i s t s to perform the 
non-accounting functions f o r the management services as a 
supplement to t h e i r own s k i l l s . 
2. The Climate f o r The CPA's Services 
As already indicated, the growth of management 
services i n CPA firms has been i n response to c l i e n t 
demands. 
The problems of business have mushroomed i n com-
p l e x i t y under the pressure of strong competition and ex-
panding technological developments. Management at a l l 
l e v e l s and i n a l l businesses wants and needs assistance. 
The growth i n numbers of management consulting firms — as 
we l l as the expansion of management-service c a p a b i l i t i e s 
i n CPA firms — is evidence of t h i s demand. 
The CPA i s the only recognized professional who 
has the reputation and t r a i n i n g to discharge t h i s responsi-
b i l i t y of providing r e l i a b l e and objective management ser-
v i c e s . 
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There are several reasons f o r t h i s : 
1. The independent p o s i t i o n of the CPA, as ex-
pressed i n his Code of Professional E t h i c s , provides an 
i d e a l basis f o r furnishing the unbiased judgment needed to 
render competent advice to management. 
2. The solutio n to most management problems i n -
volves the process of analysis. This technique i s one of 
the core elements of auditing practice. Moreover, the 
a n a l y t i c a l methods used i n auditing have been developed 
with p a r t i c u l a r application to business transactions and 
a f f a i r s . 
3. Management problems i n business, as w e l l as 
i n Government, are most often evidenced by money values as 
related to costs, expenses, c a p i t a l expenditures, or rev-
enues. The CPA!s background enables him to comprehend the 
underlying components and d o l l a r implications of these 
problems much more r e a d i l y than any other i n d i v i d u a l . 
4. Some attempts have been made to e s t a b l i s h a 
standard of competence i n the consulting f i e l d that i s com-
parable to that already possessed by the CPA. None of 
these e f f o r t s has f u l l y succeeded. 
These are just a few of the reasons which have 
motivated thoughtful managers i n business and Government 
to come to the CPA f o r assistance. 
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3. The Future of Management Services 
Undoubtedly, the whole f i e l d of management sciences 
w i l l continue to grow i n importance as a major area of ser-
vice by the profession. The hunches, guesses, i n t u i t i o n s , 
and other sensing techniques of o l d - l i n e management have 
been giving way to the l o g i c a l science of mathematics and 
sound analysis. This development offers tremendous oppor-
t u n i t i e s f o r management to eliminate loss and waste and to 
achieve added revenues, improvement of p r o f i t s and more 
e f f i c i e n t production and d i s t r i b u t i o n . I t also confronts 
the accounting profession with a challenge. 
Cost accounting i s one of the prime c a p a b i l i t i e s 
that should be included i n the management services a c t i v -
i t i e s of CPA firms. The usefulness of t h i s information 
cannot be questioned; but the question that remains to be 
solved i s whether or not the medium of accounting can ex-
tend i t s horizons so that i t embraces the solution to 
problems, as w e l l as t h e i r i d e n t i f i c a t i o n . 
I t i s to be hoped that the techniques commonly 
u t i l i z e d i n "operations research" may be integrated with 
those of accounting i n a manner that w i l l evaluate, as w e l l 
as report, information. This kind of evaluation, whereby 
the technical a b i l i t i e s i n the cost accounting f i e l d are 
joined with those required i n "operations research" has 
enormous p o t e n t i a l f o r contributing to the success of 
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i n d u s t r i a l enterprises. 
Measurement of the true value of a p a r t i c u l a r b u s i -
ness program continues to be an elusive element. P r o f i t -
a b i l i t y i n an accounting sense i s r a r e l y adequate to appraise 
the degree of better-offness that has or w i l l be achieved 
by the implementation of a management decision. The q u a l i -
t a t i v e relationships between short-term and long-term 
p r o f i t s , f o r example, continue to confuse management planning 
and r e s u l t s . I t i s to t h i s area of research and study that 
the CPAs interested i n management sciences can and should 
d i r e c t t h e i r attention. 
The management services performed by CPAs are an 
accomplished part of the profession's c a p a b i l i t i e s . Although 
o f f i c i a l figures are not a v a i l a b l e , i t i s l i k e l y that more 
than a thousand f u l l - t i m e s p e c i a l i s t s are now engaged i n 
such practices w i t h i n the profession. These numbers are 
c e r t a i n to grow at an accelerating pace i n the years ahead. 
4. Problems f o r the Profession 
As previously indicated, a substantial amount of 
management services work i s presently being done i n the 
name of CPAs by non-CPAs. 
This i n i t s e l f creates some perplexing problems 
i n obtaining adequate recognition w i t h i n the firms f o r 
these non-CPAs who are engaged i n rendering top-level 
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service. What rights and p r i v i l e g e s can be granted to them 
without destroying the t r a d i t i o n a l concept of a partnership? 
In keeping with that concept, must they always be confined 
to the status of employees; or can some appropriate means 
be found f o r endowing them with additional status short of 
partnership? 
In terms of the long-range future, i t seems l i k e -
l y that s u b s t a n t i a l l y a l l of the management services per-
formed by accounting firms w i l l be handled by CPAs. The 
CPA c e r t i f i c a t e would then become the basic q u a l i f i c a t i o n 
f o r practice — though the practice might be considerably 
broadened i n scope. However, the s k i l l s needed f o r a f u l l 
range of management services would demand further s p e c i a l -
ized knowledge. The a c q u i s i t i o n of t h i s a dditional knowl-
edge w i l l not be easy. Some of the areas of management 
services already require a high degree of competence, and 
i t w i l l be d i f f i c u l t — though not impossible — f o r people 
both to obtain a CPA c e r t i f i c a t e and to q u a l i f y i n the other 
needed d i s c i p l i n e s . 
The a l t e r n a t i v e of r e f e r r i n g complex management 
services to others outside of the profession does not 
appear too a t t r a c t i v e . I t i s i m p r a c t i c a l , f o r example, 
f o r a time-study man on the s t a f f of an accounting f i r m 
to r e s t r i c t himself to a mere exploration of the problem. 
As he begins his study, he must ask himself a number of 
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questions: Is the job under review necessary? Is i t be-
ing performed on the proper equipment? Is the work-flow to 
and from the job s t a t i o n being handled e f f i c i e n t l y ? Can 
the task be combined with another? Is the i n d i v i d u a l work-
man competent? These i n q u i r i e s are e s s e n t i a l to the de-
velopment of his study; but i f he decides the answers to 
them are generally negative, i t would be a disservice to 
the c l i e n t merely to conclude that he cannot, as an employee 
of an accounting f i r m , proceed beyond his basic task of 
work-measurement. He i s v i r t u a l l y committed by a v a r i e t y 
of forces to advancing some remedies f o r the defects which 
his preliminary study has revealed. 
There are many withi n the profession who would 
decry any e f f o r t to impose an a r b i t r a r y l i m i t a t i o n on the 
scope of management services by CPAs. This, i n t h e i r view, 
does not mean that the CPAs have any basis f o r claiming an 
exclusive r i g h t to perform i n the f i e l d ; i t does mean that 
they are obligated to render such service. Even i f i t were 
desirable to do so, the profession cannot escape the respon-
s i b i l i t y ; and i f i t cannot escape, i t must be prepared to 
do more i n the way of increasing i t s competence to a s s i s t 
the business p u b l i c . This might e n t a i l the development of 
additional q u a l i f y i n g standards to evaluate the s k i l l s of 
those who seek to render such service. I t might also 
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involve the creation of spe c i a l t y groups within the organ-
ized profession to promote an exchange of knowledge between 
the s p e c i a l i s t s . 
However, although there are many who r e s i s t any 
enforced l i m i t a t i o n s upon the scope of CPAs i n management 
services, others i n the profession are disturbed by the 
p o s s i b i l i t y that CPAs may be over-extending themselves i f 
they operate i n too broad a f i e l d . 
This problem of scope has p a r t i c u l a r relevance 
to the smaller accounting f i r m . I t s l i m i t e d resources 
n a t u r a l l y r e s t r i c t i t s a b i l i t y to become competent i n a l l 
of the areas which can be embraced i n the term "management 
services". The problem, however, may be more imaginary 
than r e a l , since the management services o r d i n a r i l y re-
quired by the c l i e n t s of smaller firms may not demand the 
depth of knowledge which would be es s e n t i a l i n a highly 
complex enterprise. Moreover, i f the smaller f i r m has a 
general understanding of management problems, i t can bring 
i n other accounting firms with the needed s p e c i a l i s t s on a 
consulting basis. This, however, w i l l occur only if the 
profession continues i t s e f f o r t s to develop rules of pro-
f e s s i o n a l conduct which w i l l encourage r e f e r r a l s by 
diminishing the present concern over the loss of a re-
ferred c l i e n t . 
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I I . TAXATION 
1. The Nature of the U. S. Tax System 
Spokesmen f o r the Federal Government are fond of 
describing our tax structure as a self-assessment system. 
They note that an overwhelming amount of the income tax i s 
col l e c t e d on the basis of self-assessment of tax l i a b i l i t y 
by the majority of c i t i z e n s , and that only about three per-
cent of the revenues col l e c t e d by the Internal Revenue 
Service i s by d i r e c t consultation with taxpayers. 
These spokesmen, however, are w i l l i n g to concede 
i n private that i t i s i n part misleading to describe our 
system as a self-assessment one. With the advent of with-
holding twenty years ago and the development of an e s t i -
mating tax procedure generally based on a taxpayer's tax 
l i a b i l i t y f o r his preceding year, the greatest amount of 
tax revenue i s collected by employers and payees and by 
estimates based upon past records. Consequently, i t would 
be more accurate to say that our present tax system i s 
based on a s e l f - d e c l a r a t i o n of the amount of taxable i n -
come — with only a small part of the tax being r e a l l y 
v o l u n t a r i l y paid. The increasing a b i l i t y of the Government 
to v e r i f y the amount of income declared as taxable — or 
at l e a s t the increasing public impression that such an 
a b i l i t y e x i s t s — continues to narrow the proportion of 
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income tax revenues which i s t r u l y self-assessed. 
The p o s i t i o n of the accountant as a representative 
of the taxpayers i n our economy i s quite secure. 
I t i s secure because, as the tax law becomes more 
confined, a d d i t i o n a l r e s p o n s i b i l i t y i s assigned to the 
Treasury Department and the Internal Revenue Service. This 
means increasing reliance upon administration, and the CPA 
i s secure i n administration. There i s admittedly a constant 
growth i n l i t i g a t i o n — which i s c l e a r l y the lawyer's f i e l d ; 
but, r e l a t i v e to the number of returns and to d o l l a r s c o l -
l e c t e d , the volume of l i t i g a t i o n i s s t e a d i l y declining. 
The r e a l strength of the CPA's po s i t i o n i n tax 
p r a c t i c e , however, rests upon the f a c t that the Internal 
Revenue Code i s b a s i c a l l y an accounting document. I t has 
many special provisions which interpret accounting — and 
not always soundly i n the profession's view. There are 
also other provisions which knowingly vary from accounting. 
Yet, fundamentally, the Code seeks to require taxpayers to 
determine t h e i r income i n accordance with generally accepted 
accounting p r i n c i p l e s and methods — provided that, i n the 
opinion of the Government, those p r i n c i p l e s and methods 
re s u l t i n a f a i r presentation of the taxpayers' income. 
This i s s t i l l a v a l i d statement even though the 
courts have a profound influence upon tax practice. The 
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impact of court decisions i s considerable because lawyers 
love precedents. They often think t h e i r problem i s solved 
i f they can discover a previous decision from a s u f f i c i e n t -
l y high j u d i c i a l body on a somewhat s i m i l a r case. But a 
CPA i s d e r e l i c t i n his professional duty i f he analyzes a 
tax problem s o l e l y on the basis of precedents because the 
determination of taxable income i s b a s i c a l l y the determina-
t i o n of income under accounting concepts. As a tax man, 
the CPA must know how these concepts have been interpreted; 
but he does his c l i e n t a disservice i f he i s content to say: 
"On balance the weight of precedent i s t h i s way or that 
way." He w i l l be g u i l t y of a professional s i n because the 
answer ought to be derived from accounting — and i t i s . 
This i s not just propaganda i n support of the CPA's posi-
t i o n i n tax pr a c t i c e . I t i s a r e a l i s t i c appraisal of the 
s i t u a t i o n because, by and large, most tax issues have not 
been l i t i g a t e d and, by and large, the answer that the Gov-
ernment accepts i n disputed cases i s the accounting answer. 
I t i s true, of course, that the CPA's p o s i t i o n 
i n tax practice l a r g e l y rests upon the authorization granted 
by the Secretary of the Treasury. I t i s also conceivable 
that, under heavy p o l i t i c a l pressure, he might withdraw 
the recognition now accorded to CPAs. But i t i s a highly 
remote p e r i l . The Treasury Department, as a continuing 
agency of the Government, cannot remove non-lawyers from 
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the f i e l d because the tax system could not operate ef f e c -
t i v e l y without them. 
Nor i s i t l i k e l y that the tax services of CPAs 
w i l l be reduced by any great s i m p l i f i c a t i o n of the tax laws. 
Professional advisers have f o r years been arguing f o r the 
need f o r s i m p l i c i t y . They have suggested that the tax 
code i s so complicated that i t i s breeding a larger and 
larger group of overpaid professional people who would 
better serve the economy i f they did something more us e f u l . 
But there are strong reasons f o r doubting that the tax law 
can r e a l l y be made simpler because i t s technical compli-
cations r e f l e c t our diverse ways of doing business and our 
whole i n t r i c a t e economic structure. Most of the complicated 
provisions, i n f a c t , are based upon a desire to do equity 
among taxpayers and between taxpayer groups — or a de-
s i r e to r e l i e v e those who are being penalized or to prevent 
others from obtaining what appears to be an u n f a i r advantage. 
Moreover, the prospects f o r s i m p l i f i c a t i o n are 
not encouraging because the tax system has become a v i t a l 
economic t o o l of the Government — used at one stage to 
promote a c e r t a i n type of business a c t i v i t y and then l a t e r 
used to discourage another form of economic endeavor. 
This i s not to say that changes w i l l not occur. 
As a matter of f a c t , the present income tax system i s be-
coming a l i t t l e creaky i n the sense that there i s a 
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constant i n t r u s i o n of averaging techniques i n i t . T h i r t y 
years ago, there were not any averaging techniques. Today, 
business income generally i s on an eight or nine-year 
spread because of such elements as the net operating loss 
carryback and carryover provisions. I f the country had a 
1932 year i n 1963, part of the problem would be that we 
would not obtain any revenue i n '63; but, worse, we wouldn't 
obtain any i n '64 and '65 — and, s t i l l worse, we would have 
to return $50 m i l l i o n i n cash — cash that we would not have. 
Since the income tax i s so e s s e n t i a l to our rev-
enue requirements, the averaging feature i s beginning to 
convince economists and others of the need f o r another tax 
which w i l l not be subject to such fl u c t u a t i o n s — a trans-
actions tax, f o r example. The d i f f i c u l t y , however, i n i n -
venting a new tax i s the l i v e l y suspicion i n many quarters 
that, while the new tax might be used i n i t i a l l y to reduce 
the dependence on the income tax, new spending would de-
velop which, i n turn, would restore the income tax to i t s 
o r i g i n a l strength. 
2. The CPA's R e s p o n s i b i l i t i e s i n Tax Practice 
There i s much t a l k i n accounting l i t e r a t u r e of 
the independence of the CPA i n tax pr a c t i c e , of the re-
lat i o n s h i p of his a c t i v i t i e s to the "attest function" and 
of h i s public r e s p o n s i b i l i t i e s to the Government. 
The Internal Revenue Service, recognizing that 
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the determination of taxable income i s b a s i c a l l y concerned 
with accounting precepts, has promoted the idea that the 
CPA has the r e s p o n s i b i l i t y to a r r i v e at an independent de-
termination of taxable income as a sort of a r b i t e r between 
the taxpayer and his Government. This i s an u n r e a l i s t i c 
approach i n view of the nature of our tax system and the 
necessary attitudes taken by the Government and the tax-
payer. 
The Internal Revenue Service i s one of the few 
agencies which, p e r i o d i c a l l y , has a s i g n i f i c a n t close con-
tact with a vast number of c i t i z e n s . A f t er Defense, A g r i -
culture and the Post O f f i c e , i t i s probably the greatest 
employer i n the Government. I t experiences the problems 
of any large organization i n ensuring that i t s broad 
p o l i c i e s , established at the top echelons of the agency, 
are applied i n pr a c t i c e . Business firms are equally v u l -
nerable. A few years ago one of our great corporations 
was ind i c t e d i n the press f o r putting something over on 
the Government i n procurement, and i t s defense was that i t 
had a p o l i c y which had not been followed i n the f i e l d . The 
sk e p t i c a l public was convinced that the company had been 
playing f a s t and loose with the taxpayers' money; but 
sophisticated people understood the s i t u a t i o n — that the 
company did have a p o l i c y but f a i l e d to gain compliance 
with i t down the l i n e . The Internal Revenue Service has 
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that problem m u l t i p l i e d f o u r f o l d . 
Even i f the Service could achieve a uniform ap-
p l i c a t i o n of i t s p o l i c i e s , however, the f a c t remains that 
the c o l l e c t i o n of taxes i s generally a contest. As i n any 
other proceeding with the Government (such as a controversy 
involving costs of contracts) the p o s i t i o n of the taxpayer 
and of his Government i s necessarily an adversary one. The 
Government c e r t a i n l y treats i t s c i t i z e n s i n t h i s manner 
when a controversy a r i s e s , and the c i t i z e n i s e n t i t l e d to 
adopt the same attitude himself. 
This s i t u a t i o n i s not a deplorable outgrowth of 
our taxing system. I t i s the right way i n which both 
parties can arrive at a reasonable r e s u l t . Neither the 
present tax law nor the tax law of the foreseeable future 
can answer a l l questions simply and c l e a r l y . There are 
i n e v i t a b l e clashes of opinion and s e l f - i n t e r e s t , with u l t i -
mate equity being l a r g e l y based upon the a b i l i t y of both 
parties to advance t h e i r most persuasive arguments. I t may 
be regrettable that the CPA i s thrust into a p o s i t i o n be-
tween the two parties instead of occupying a p o s i t i o n of 
his own; but i t would be a mistake not to recognize the 
true nature of the CPA's role i n the present s i t u a t i o n . 
This leads n a t u r a l l y to two questions which are 
commonly raised with respect to the CPA's p o s i t i o n i n tax 
practic e . 
- 20 -
The f i r s t i s t h i s : Can the CPA's concept of i n -
dependence he reconciled with his r e s p o n s i b i l i t y to a 
c l i e n t i n tax practice? That question can be answered only 
by asking another: Independent of whom? The CPA's function 
i n tax practice i s to represent the taxpayer who engaged 
him — a r e l a t i o n s h i p which r e f l e c t s the Government's own 
conviction that the c i t i z e n must look a f t e r himself and 
present h i s determination of taxable income as best he can 
under the law. 
The CPA's p o s i t i o n i n tax practice i s not at a l l 
analogous to his p o s i t i o n when he i s engaged by a c l i e n t 
to express his opinion on f i n a n c i a l statements. In the 
l a t t e r case, he i s expressing his opinion not only to the 
c l i e n t , but to regulatory agencies, to stockholders, to 
creditors and to the public — most importantly to the 
pub l i c . The public regards the CPA as one who has an i n -
dependent opinion on f i n a n c i a l statements under accounting 
p r i n c i p l e s developed by his profession. This i s not at a l l 
the p o s i t i o n when the CPA i s determining taxable income f o r 
self-assessment purposes or representing a taxpayer i n an 
administrative proceeding i n connection with a tax con-
troversy over the proper taxable income under income tax 
concepts. The independence function i s i l l u s o r y i n tax 
practice because the r e s p o n s i b i l i t i e s involved are e n t i r e l y 
d i f f e r e n t . 
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What, then, are the CPA's r e s p o n s i b i l i t i e s i n 
tax practice? 
They are s i m i l a r to those discharged by the l e g a l 
profession i n tax pra c t i c e . Admittedly, the lawyer i s an 
advocate f o r his c l i e n t and there has been no public outcry 
that his r e s p o n s i b i l i t y i s other than to his c l i e n t . How-
ever, the lawyer i s required to be honest and f o r t h r i g h t — 
and to remain f a i t h f u l to the s p i r i t of h i s code of et h i c s . 
The CPA's r e s p o n s i b i l i t y i n tax practice i s also 
a moral matter. He i s obligated to avoid misstatements, 
e i t h e r d i r e c t l y , by implication or by omission — and to 
avoid presentations which, while t e c h n i c a l l y correct, might 
obscure the p o s i t i o n he i s ac t u a l l y presenting. I f t h i s 
approach i s v a l i d , then the accounting profession's e x i s t i n g 
e t h i c a l code i s p e r f e c t l y adequate to control the CPA's 
practice i n the tax f i e l d . However, the proposed program 
of the I n s t i t u t e ' s committee on federal taxation, designed 
to c l a r i f y the r e s p o n s i b i l i t i e s of the CPA i n connection 
with s p e c i f i c tax s i t u a t i o n s , should prove h e l p f u l . 
I I I . PROFESSIONAL ETHICS 
1. The Evolution of the Profession's Ethics 
In t r y i n g to forecast future developments i n the 
area of e t h i c s , i t might be h e l p f u l to begin with a back-
ward look. 
A comparison of the rules of professional con-
duct adopted i n 1938 with the Code of Professional Ethics 
now i n force shows much s i m i l a r i t y but also some d i f -
ferences. 
The points of s i m i l a r i t y a f t e r twenty-five years 
rel a t e to designation of firms as members of the I n s t i t u t e ; 
sharing of fees; engaging i n incompatible business; signing 
reports unless examined by the member, employee, or a mem-
ber of the I n s t i t u t e ; s o l i c i t a t i o n ; o f f e r i n g employment to 
an employee of a fellow member; contingent fees; advertis-
ing attainments (though i n the intervening years the so-
ca l l e d "card" was prohibited); p r a c t i c i n g i n the corporate 
form; and f a i l u r e to d i r e c t attention to misstatements or 
omission of e s s e n t i a l auditing procedures. 
In f a c t , a l l except two of the t h i r t e e n rules 
i n force i n 1938 are s t i l l i n force — some i n modified 
form. One of the deleted rules precluded a member from 
taking part i n an e f f o r t to secure the enactment or amend-
ment of any law a f f e c t i n g the profession without giving 
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Immediate notice to the secretary of the I n s t i t u t e . The 
other prohibited a member from serving as an o f f i c e r , 
d i r e c t o r , teacher, etc., of any u n i v e r s i t y , college or 
school which conducted I t s operations by methods d i s c r e d i t -
able to the profession. 
The 1938 rules made no mention whatever of Inde-
pendence — the cornerstone of the profession. Nor was 
there any rule precluding a member from v i o l a t i n g the con-
f i d e n t i a l r e l a t i o n s h i p between himself and his c l i e n t . 
Perhaps the 1938 framers f e l t that t h i s would be sta t i n g 
the obvious. Possibly because the I n s t i t u t e ' s committee 
on auditing procedure did not e x i s t u n t i l the following 
year, no rule appeared i n the 1938 Code regarding the ex-
pression of opinions on f i n a n c i a l statements. L a s t l y , no 
mention was made of competitive bidding. 
2. The Problems of Enforcement 
What of the future i n the f i e l d of ethics and 
the enforcement of the rules? 
P r i m a r i l y , any code of ethics should be designed 
to protect the pub l i c . I t would not merit much respect i f 
i t served merely to safeguard the profession i t s e l f — 
though there i s legitimate reason f o r rules to protect 
members from each other, provided the public i s not i n -
jured i n the process. 
Since the public has a r i g h t to expect the CPA 
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to be competent i n his chosen f i e l d and to be independent, 
the A r t i c l e s on "Technical Standards" and "Independence" 
are the most important rules i n the I n s t i t u t e ' s Code of 
Professional E t h i c s . 
Having concluded that independence i s a state of 
mind, the ethics committee has leaned backwards, and r i g h t -
l y so, i n formulating the new rule which becomes e f f e c t i v e 
on January 1, 1964. I f the facts are known, the rule on 
independence i s r e l a t i v e l y easy to p o l i c e ; but technical 
standards are i n a d i f f e r e n t category, and i t i s doubtful 
i f at present the I n s t i t u t e has the machinery to enforce 
e f f e c t i v e l y the rules involving technical standards. 
A recent case i s an example of the d i f f i c u l t y of 
enforcement. Under the proposed new by-law amendment, a 
member could be suspended i f under criminal indictment, 
but here the criminal indictment was dismissed. The ethics 
committee thought that the member should be summoned to 
appear before i t . However, the member's attorney advised 
him to say nothing about the case except i n court, and 
the I n s t i t u t e ' s own counsel f e l t that f a i l u r e to f u r n i s h 
information i n these circumstances could not be regarded 
as an act discreditable to the profession — thus pro-
vi d i n g the basis f o r committee action. No doubt, eventu-
a l l y , the SEC or the courts w i l l reach a decision opinion 
which may or may not exonerate the member. But should the 
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profession r e l y on outside sources to make up i t s mind? At 
times an SEC decision may appear to be harsh, but unless 
the verdict i s accepted or rejected out of hand, the ethics 
committee must be prepared to make i t s own appraisal — an 
appraisal which might w e l l involve hundreds of hours i n 
detailed study of working papers. Since members of the 
ethics committee cannot afford the time, there i s a con-
siderable temptation to take the easy course of r e l y i n g on 
the decision of the state society — which, obviously, i s 
no better equipped to determine the merits of the case. 
Certainly, v i o l a t i o n s of the profession's tech-
n i c a l standards governing the issuance of an independent 
opinion, i f not e f f e c t i v e l y handled, harm the profession 
f a r more than the offense of a member obtaining an extra 
l i s t i n g i n a telephone directory where he has no o f f i c e . 
Yet much of the time of the ethics committee i s devoted 
to these l a t t e r cases — perhaps, i n part, because they 
are r e l a t i v e l y easy to decide. 
In his appearance before the long-range objectives 
committee*, William Ward Foshay described the way the Asso-
c i a t i o n of the Bar of the C i t y of New York proceeded i n 
dealing with complaints. I t has a f u l l - t i m e paid s t a f f 
* P r o f i l e of the Profession: 1975 
From the Viewpoint of a Corporate Lawyer 
Long-Range Objectives Committee P o s i t i o n Paper 
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of s i x attorneys who do nothing else but look in t o com-
p l a i n t s from any source. They t a l k to the lawyers involved; 
they c o l l e c t documentation; they present the evidence to a 
Bar Association committee as a screening f i r s t before the 
respondent i s summoned. I f the committee does not believe 
that a prima f a c i e case has been established, the member i s 
not summoned. I f he i s summoned, he i s given a rather f o r -
mal hearing before the ethics committee, which may or may 
not r e f e r the case to the courts f o r d i s c i p l i n a r y action. 
I t may w e l l be that the I n s t i t u t e should devote 
more of i t s f i n a n c i a l resources to developing a s i m i l a r 
approach. Normally, t h i s d i s c i p l i n a r y process should be 
done on a l o c a l basis; but there are not many state 
s o c i e t i e s which at the moment could afford to e s t a b l i s h 
adequate machinery f o r s e l f - p o l i c i n g . 
Even i f the I n s t i t u t e ' s d i s c i p l i n a r y procedures 
are improved, however, i t w i l l s t i l l be faced with the 
problem of i t s l i m i t e d authority. Expulsion from the mem-
bership i s undoubtedly a severe penalty — and the threat 
of i t must exercise a profound influence. Such action 
might also prompt a decision by a state board to suspend 
or revoke the offending member's CPA c e r t i f i c a t e . But 
there i s no certainty of t h i s , and even i f i t occurs, the 
member may, i n a good many states, continue to o f f e r a f u l l 
range of accounting services, including the issuance of 
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opinions on f i n a n c i a l statements, under the t i t l e of 
"public accountant." This suggests that the profession 
s t i l l has some unfinished business on i t s agenda before 
I t can claim to have a f u l l y e f f e c t i v e system of s e l f -
d i s c i p l i n e . 
In seeking to Improve the enforcement of i t s 
ru l e s , the I n s t i t u t e should be prepared to consider any 
approach, however novel, which might appear to o f f e r some 
promise. I t should consider, f o r example, whether greater 
press coverage of T r i a l Board decisions might provide an 
added incentive to compliance. I t should, i n addition, 
explore the p o s s i b i l i t y of developing much closer l i a i s o n 
with state boards of accountancy. I t should even study 
the idea of the I n s t i t u t e serving as an accrediting agency 
f o r firms — though the p r a c t i c a l d i f f i c u l t i e s of imple-
menting such an idea are formidable. 
In taking a c r i t i c a l view of the I n s t i t u t e ' s 
present d i s c i p l i n a r y machinery, however, two facts should 
be remembered: 
1. That the r e l a t i v e l y few cases of serious 
v i o l a t i o n s — even assuming that not a l l of them come to 
l i g h t — of the e t h i c a l rules suggests that most members 
take a serious view of t h e i r professional r e s p o n s i b i l i t i e s . 
2. That hope f o r continuing improvement i n the 
record of compliance Is j u s t i f i e d by a general b e l i e f w i t h i n 
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the profession that a high degree of unity i s e s s e n t i a l 
to i t s long-range welfare. Each p r a c t i t i o n e r may be con-
vinced that he i s pursuing the r i g h t course; but i f there 
i s a multitude of approaches, the r e s u l t i n g confusion can 
impe r i l every member. Since there i s a need f o r strength 
and i t can be gained i n large measure only through unity, 
the I n s t i t u t e ' s e f f o r t s to achieve greater conformity with 
i t s rules of professional conduct are almost c e r t a i n to 
increase. 
3. The Need f o r New E t h i c a l Concepts 
The profession, however, i s not only plagued by 
problems of enforcement. 
I t i s also confronted with the necessity of 
establishing new ru l e s , or modifying old ones, to keep 
pace with the constantly changing nature of the profession's 
r e s p o n s i b i l i t i e s . 
The profession, f o r example, must c l a r i f y i t s 
attitude toward "competitive bidding." There are some 
members who f e e l strongly that a rule r e s t r i c t i n g com-
p e t i t i v e bidding i s desirable only where t h i r d parties 
are involved. They are involved, or there i s always the 
p o s s i b i l i t y that they w i l l be involved, where opinion re-
ports are rendered. Can the same argument be advanced i n 
the case of management services where the c l i e n t , having 
a l l the fac t s (including p r i c e ) , can make his own decision 
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and no one i s involved but himself? One p r a c t i t i o n e r sug-
gests that when a c l i e n t Is f o o l i s h enough to look f o r a 
"dime store" job, there Is no reason why he should not be 
accommodated — i f someone i s also f o o l i s h enough to sup-
ply the service. There are others, however, who believe 
that the profession must be concerned about I t s o v e r a l l 
reputation, and that a profession which engages i n com-
p e t i t i v e bidding — a practice common i n the business 
world — jeopardizes i t s professional stature. Moreover, 
i f price becomes an all-important f a c t o r , the temptation 
to accept engagements at a fee below costs may become a l -
most i r r e s i s t i b l e — and r e s u l t i n an i n f e r i o r performance 
which could seriously injure the publ i c . 
Nor does the new rule on independence s e t t l e a l l 
the problems i n t h i s f i e l d . 
Some lawyers, f o r example, have suggested that i t 
i s d i f f i c u l t f o r a CPA to express an independent opinion on 
f i n a n c i a l statements where he has also prepared the tax re-
turns. The profession r i g h t l y disagrees with t h i s conten-
t i o n , but i s i t s argument against such a p o s i t i o n equally 
v a l i d i n a l l circumstances where a contingent fee i s In-
volved? This is not, however, a black-and-white case. 
I t can be argued — and i t frequently i s argued — that 
the a b i l i t y of a taxpayer to obtain professional services 
on a contingent fee basis i n some circumstances i s d e f i n i t e l y 
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i n the public i n t e r e s t because i n many situations the tax-
payer could not afford to maintain his p o s i t i o n , which may 
prove to be correct, i f he had to pay the fee f o r the ser-
vices regardless of the r e s u l t . Those who advance t h i s 
argument point out that Treasury rules preclude an account-
ant or lawyer from entering into a contingent fee arrange-
ment without f i r s t informing the Treasury i n w r i t i n g . Con-
sequently, since the Government i s alerted to the agreement 
and i s aware of the fa c t that i t i s dealing with an adviser 
who has a personal stake i n the outcome of the case, there 
can be no harm to the public i n t e r e s t . On the contrary, 
i t enables many taxpayers to obtain a proper hearing who 
might otherwise have been deprived of i t . 
Other p r a c t i t i o n e r s have qualms about the con-
tingent fee — at least i n terms of i t s propriety i n cer-
t a i n situations i f not i n terms of i t s possible impact on 
independence. They believe i t i s p e r f e c t l y appropriate 
f o r a CPA to take on a tax matter with the knowledge that 
payment of his fee may be contingent on the taxpayer's 
being able to afford i t — which, i n some s i t u a t i o n s , may 
mean a successful negotiation of his case; but they are 
troubled by contingent fees which might r e s u l t i n payments 
of huge sums and which could be an incentive to the prac-
t i t i o n e r to do things he would not normally even consider 
because he has such a large stake i n the outcome. 
- 31 -
There are, of course, many other issues where the 
r e s p o n s i b i l i t i e s of CPAs need to be c l a r i f i e d . 
What would the public expect of a CPA i f he d i s -
covers that i n the course of an audit his c l i e n t has per-
formed an immoral or i l l e g a l act? Should he disclose i t 
even though i t may have no ef f e c t upon the f i n a n c i a l p o s i -
t i o n of the company? Should he report i t to the company's 
o f f i c e r s ? To i t s board of directors? To i t s stockholders? 
To the public? 
What should be done about the discovery of "con-
f l i c t of i n t e r e s t " cases — e.g., the chief executive of-
f i c e r who has an i n t e r e s t i n one of the company's sup-
p l i e r s ? 
What i f a CPA signed a tax return and l a t e r 
learned that a substantial amount of income had been omit-
ted by the taxpayer? Is the CPA obligated to i n s t r u c t the 
c l i e n t to f i l e an amended return? Is he under the f u r -
ther o b l i g a t i o n to ensure that t h i s i s done — or if i t 
i s not done, withdraw from the engagement? Does he have 
any addi t i o n a l duty to the Government? 
These questions merely prove what hardly needed 
proof: that the I n s t i t u t e ' s job of defining the CPA's 
standards of professional conduct — and then promoting 
compliance with them — i s s t i l l f a r from complete. 
